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EXECUTIVE SUMMARY 

Trico Electric Cooperative, Inc. ("Trice" or “Cooperative”), filed an application on July 
16,2003, for authorization to prepay ten notes with varying maturities in aggregate of 
$2,014,291 currently owing to the United States Department of Agriculture - Rural Utilities 
Service (“RUS”) and reissue debt in the same amount to the National Rural Utilities Cooperative 
Finance Corporation (“CFC”). 

Trico also requested expeditious consideration by the Arizona Corporation Commission 
(“Commission”) and specifically requested consideration at the August 12,2003, Open Meeting 
as Trico has a rate lock from CFC good for 45 days from July 9,2003. 

The purpose of refinancing the notes is to lower interest costs and obtain patronage 
refunds and discounts available from CFC. The RUS notes that Trico proposes to refinance have 
maturities that vary from five to nine years and are priced at 5 percent. Rates from CFC vary 
from 2.8 percent to 5.15 percent per annum with an average rate of 3.47 per cent per annum. 
Staff calculates the aggregate benefit from interest savings, return of patronage, and realization 
of financing discounts available from the Cooperative Finance Corporation (“CFC”) at 
approximately $90,330 in the first year. 

Appropriate notice has been given to ratepayers by legal advertisements in newspapers of 
general circulation serving the certificated areas. 

Staff concludes that refinancing of existing RUS debt with comparably termed CFC debt 
at a lower average rate is in the public interest due to the benefits of reduced interest costs and 
refunds of patronage (capital credit distributions) from CFC. 

Staff recommends approval of an order authorizing Trico to prepay RUS debt and reissue 
debt through CFC in the amount of $2,014,291. 
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Introduction 

Trico Electric Cooperative, Inc. (“Trico”) filed an application on July 16,2003, for 
authorization to prepay ten notes with varying maturities in aggregate of $2,014,291 currently 
owing to the United States Department of Agriculture-Rural Utilities Service (“RUS”) and 
reissue debt in the same amount to the National Rural Utilities Cooperative Finance Corporation 
(“CFC”). 

Trico also requested expeditious consideration by the Arizona Corporation Commission 
(“Commission”) and specifically requested consideration at the August 12,2003, Open Meeting 
as Trico has a rate lock from CFC good for 45 days from July 9,2003 and expiring on August 
29,2003. 

Trico serves more than 26,000 customers in a service area ranging from Mt. Lemmon on 
the north side of Tucson to areas west and south of Tucson to Sasabe on the Mexican border. 
Portions of the Cooperatives service territory are sparsely populated, but the other areas 
including Avra Valley, Sahuarita, and Three Points are experiencing rapid growth via new 
subdivisions. Trico has no generating capacity of its own and has contracted with Arizona 
Electric Power Cooperative (“AEPCO”) for the majority of its electric power supply. Trico 
serves as a conduit for power by providing the lines, substations, switches, transformers, meters, 
and administrative functions for customers. 

Purpose of Financing 

Trico proposes to refinance ten notes due RUS with CFC where better rates and discounts 
are expected. All the RUS notes with varying maturities from five to nine years are priced at 5 
percent. Rates from CFC vary from 2.8 percent to 5.15 percent per annum with an average 
effective rate of 3.47 percent per annum. The purpose of the refinancing is to lower interest 
costs and obtain patronage refunds and discounts available from CFC. 

Notice 

Trico notified its customers of the application for financing by having notice published in 
the Casa Grande Dispatch on July 22,2003. Further notice was published in The Daily 
Territorial on July 21,2003, and in the NOGALES INTERNATIONAL on July 25,2003. All are 
newspapers of general circulation in Trico’s service area. A copy of each notice is attached. 

Financial Analysis 

Trico’s replacement of existing debt owed to RUS with debt due CFC will, according to 
the calculations shown on Schedule JHJ-2, save approximately $33,526 in interest costs in the 
first year. This figure includes discounts for performance and volume, each for one-eighth of a 
percent per annum in savings. In addition, a projected receipt of patronage distributions of 
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$34,130 from CFC provides Trico with an anticipated cash flow improvement of $90,330. These 
initial savings are small but significant. Trico will continue to receive benefits over ten years, 
the longest maturity of the proposed debt, at reduced levels as the proposed new debt is retired. 

Schedule JHJ-1, column B, shows the pro forma effect of reducing interest expense by 
$33,526. Schedule JHJ-1 shows that the proposed refinancing would have a nominal beneficial 
effect. The times interest earned ratio (“TIER’) would increase from 1.20 to 1.21, the cash 
coverage ratio (“CCR”) would increase from 2.30 to 2.32, and the debt service coverage ratio 
(“DSC”) would remain unchanged at 0.72. The 0.72 DSC for 2002 is an anomaly caused by an 
atypically large ($13.8 million) principal repayment. The DSC projections for 2003 and 2004 
are 1.55 and 1.36, respectively. The RUS DSC requirement is 1.25 based on the average of the 
two highest of three years, and the CFC average requirement is 1.35 

The times earned interest ratio represents the number of times earnings will cover interest 
expense on long-term debt. A TIER ratio greater than 1 .O means that operating income is greater 
than interest expense. 

The debt service coverage ratio represents the number of times internally generated cash 
will cover required principal and interest payments on long-term debt. A DSC ratio greater than 
1 .O indicates that operating cash flow is sufficient to cover debt obligations. 

The cash coverage ratio represents the number of times internally generated cash will 
cover required interest payments on debt. A CCR greater than 1 .O means that operating cash flow 
is greater than interest expense. CCR is equal to the sum of earnings before interest, taxes, 
depreciation, and amortization (“EBITDA”) divided by interest expense. 

Compliance 

Trico has no outstanding compliance items. 

Staff Conclusions & Recommendations 

Staff concludes that the refinancing contemplated in the application is lawful, within 
Trico’s powers as a cooperative, is compatible with the public interest, consistent with sound 
financial practices, and will not impair its ability to provide public service. 

Staff recommends authorization of Trico’s request to prepay RUS debt and reissue debt 
through CFC in the amount of $2,014,291 with comparable terms and conditions and net 
financial benefits. 

Staff M e r  recommends authorization for Trico to execute such documents as may be 
reasonably necessary, or required by RUS or CFC, in order to carry out the refinancing 
contemplated in Trico’s application. 
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Staff further recommends that the authority be granted as long as the refinancing is cost 
effective. Trico should file a demonstration in this docket showing that the refinancing is cost 
effective. This demonstration should be filed within 60 days of incurring the CFC debt and 
repaying the RUS debt. The refinancing is cost effective when the internal rate of return of the 
new CFC debt is less than the internal rate of return of the existing RUS debt. 

Staff further recommends ordering Trico to provide to the Commission, copies of loan 
agreements, notes, any appropriate board resolution, and opinion of counsel within 60 days of 
fkding of the new loans from CFC. 
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Schedule JHJ-1 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Selected Financial Data 
Including Immediate Effects of the Proposed Refinancing 

Operating Income 
Depreciation & Amort. 
Income Tax Expense 

Interest Expense 
Repayment of Principal 

TIER 

DSC 

Cash Coverage Ratio 

[ 1 +3] + [5] 

[ 1 +2+3] + [5+6] 

[1+2+3] + [5] 

Short-term Debt 

Long-term Debt 

Common Equity 

Total Capital 

[AI 
I 2/3 1/2002 

$ 3,475,170 
3,188,860 

0 

2,903,367 
6,415,700 

1.20 

0.72 

2.30 

$6,415,700 

$54,062,838 

$33,299,583 

$93,778,121 

6.8% 

57.6% 

35.5% 

100.0% 

[BI 
Pro Forma 

$ 3,475,170 
3,188,860 

0 

2,869,841 
6,449,226 

1.21 

0.72 

2.32 

$6,449,206 

$54,029,332 

$33,299,583 

$93,778,121 

6.9% 

57.6% 

35.5% 

100.0% 
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RUS 
1 B230 
18232 
I B240 
18242 
1 B250 
1 B252 
1 B260 
1 B262 
18270 
1 B272 

Annual Interest Savings 
* 

Principal 
$ 91,781 
$ 90,648 
$ 44,822 
$ 44,828 
$ 287,594 
$ 286,629 
$ 217,855 
$ 217,288 
$ 369,714 
!fi 369.132 

Rate 1st Year Int. 
5.12% $ 4,699.19 
5.12% $ 4,641.18 
5.12% $ 2,294.89 
5.12% $ 2,295.19 
5.12% $ 14,724.81 
5.12% $ 14,675.40 
5.12% $ 11,154.18 
5.12% $ 11,125.15 
5.12% $ 18,929.36 
5.12% !fi 18.899.56 

$ 103,438.90 
Effective Rate 5.12% 
First Year Savings $ 33,526.33 

Maturity CFC 
5 
5 
6 
6 
7 
7 
7 
7 
9 
9 

Principal Rate 
$ 342,372 3.47% 
$ 567,995 3.47% 
$ 380,583 3.47% 
$ 271,384 3.47% 
$ 189,366 3.47% 
$ 122,478 3.47% 
$ 71,483 3.47% 
$ 39,027 3.47% 
$ 20,966 3.47% 
$ 7.957 3.47% 

Schedule JHJ-2 

1st Year Int. 
1 1,887.16 
19,720.79 
13,213.84 
9,422.45 
6,574.79 
4,252.44 
2,481.89 
1,355.02 

727.94 
276.27 

$ 69,912.57 
3.47% 

Maturity 
5 
5 
6 
6 
7 
7 
7 
7 
9 
9 

* Trico may be eligible for a performance discount of .I25 and a volume discount of .I25 
Both discounts are included above. 
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PUBLIC NOTICE 
OF 

AN APPLICATION POR AN ORDER AUTMOXUZING THE ISSUANCE OF 
REPWANCING LOAN TO TRlCO ELECTRIC COOPERATWE, IYC. 

I R ( C 0  ELECTRIC COOPERATIVE, TX. (Applicant) has filed an Application with the 
Arizona Corporazion Co~~m~hsion  (Cornmission) for an ordcr authorizing Applicant to borrow , 
$2,0 14.291 f i ~ m  Na?.ional Rural Utilities Cooperetwe Finance Corporation to refinance loans 
previously made to Appiicant by the United States oi America though the Rural Utilities 
Service. T ~ E  Application Is available for inspection during rtgular business hours at the OffiCC3 ' 
of &ic Conmhsioo ia P k o e n k  Mizoaa, and Applicant's office at  8600 West Tangerine Road, I 

Marsna. Adwna 85753. 

Inrcrvention in the Camnission's procaedings on the consolidated Application shall bc 
pcnnirtcd to on). perscn cutitled by law :o Intemcnc and having a direct substantid interest in t kh  
matter. Persons desiring. to ir.tervme must file a Motion ;o Intervene with thc Commission 
which must bc served upor: applrmt and wh.ic:?, at ii rninirrjum. shall contain the folloWkg 
idormarion: 

1. The uames: addresser and telephone number of the proposed iotervenor and of ~ 

any person upon whom semice of documcnts i s  to be made if different than  the ' 
inrerveoor. 

2. A shorr StaTCment of the proposed intervenor's interat  in the proceeding 

3 .  Whether the proposed intenenor dcsircs u fdrrnal evidentiary hearing on the j 
spFlic3tion and die rccwns for such a heating. 

A statement ceffiing that a copy of the Morion to Intervene has been m d e d  t O  
Appljcant. 

4. 

?'he granting of Motions to Imervcnc shall be gove:ned by n A.C. R14-3-105: excep'r that 
sll Motim to Lntwenc must be Gled on, or before, thc 15" day after tbis notice. 

D#.TED: July 18,2003. 

I 
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